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WE'VE HIT THE 160 MILLION MARK 


A dramatic event occurred in August when the huge num dial in the 
of the U.S. Departinent of Commerce, Washington, D. C., clicked off a population t 
of 160,000,000. The gain registered since the count in the 1950 census was 8,868,000 
of the State of Illinois, 8,712,176 persons, and substantially exceeds the total pepulation 
of 1950 of Ohio, 7,946,627, or Michigan 6,371,766, or Kentucky 2,944,806. The six New 


land States 9,314,553 have only a little higher population than the increase regis- 
ptt for the whole U.S. in only and one-third years 


Since the last census the country’s labor force has increased by about 2,000,000, and 
the number of elementary school age children (5 to 13 years) by about 3,000,000. 

In the fiscal year ended June 30, the population increased by about 2,709,000. Com- 

with 1941, our population is increasing at more than twice that rate, for in that 

year only 1,280,000 were added. , 

The number of births in June 
316,000 registered live births represent an increase of nearly cent over the former ; 
peak of 307,000 in June 1952. 6 d 
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Probably few of the readers of this Review are in the hotel business; 
but almost all of them are guests in hotels from time to time, and will 
find this inside story both interesting and authoritative. 


The Hotel Business from the Inside 


AM sure there are countless occasions 

when businessmen engaged in producing, 
manufacturing, or selling a product or service, 
have wished that the public generally had a 
better understanding of the complexities in- 
volved in their respective businesses. If this 
were possible, public acceptance would be 
keener, quicker, and more deeply-rooted. 

As President of a corporation which owns, 
leases and operates many hotels in the United 
States, as well as in foreign countries, I can 
state quite frankly that we are constantly 
thinking along these lines. In fact, our top 
executives are continuously engaged in pro- 
jecting programs, on both a corporation and 
industry-wide basis, to promote better under- 
standing and appreciation by the hotel patron 
of the complex problems which constantly 
confront hotel management. This is particu- 
larly true of our larger hotels which cater to 
large convention groups in addition to regular 
transient guests. 

The diverse nature of hotel activities pre- 
sents innumerable obstacles to management in 
maintaining satisfactory standards of service, 
and necessitates having the understanding 
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and cooperation of our customers, namely, the 
executive, the salesman, the professional per- 
son, the tourist, and the convention repre- 
sentative or delegate. 


Vicissitudes of Hotel Business 


Hotel-keeping is a gigantic enterprise— 
ranking seventh among the industries in this 
country. Its administrative and operational 
problems could be more realistically evaluated 
by the average business or professional man 
if he applied the following conditions to his 
own field: 

1. Continuous service—24 hours a day, 365 

days a year. 

2. Varied fluctuations in business activity 
each week and from day to day. 

3. Seasonal shifts that differ every year. 

4. Prolonged periods of decline below the 
break-even point. 

5. Payroll and related expenses consuming 
40 per cent to 42 per cent of the income 
dollar. 

In view of the above considerations we 
must maintain an organization which roughly 
averages one employee for every guest room. 
As in most other industries we provide em- 
ployees with fringe benefits such as premium 
pay for overtime, holiday pay, paid vacations, 
group insurance, hospitalization, pensions, 
medical and surgical benefits. 

Regardless of the extreme fluctuations in 
business as previously outlined, our organi- 
zation for the most part is comprised of regu- 
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lar permanent employees. However, on a 
seniority basis, they may be laid off from 
one to several days at a time. A considerable 
degree of discretion and sound judgment must 
be exercised to prevent an excessive rate of 
turn-over. Although many of the job classi- 
fications within the hotel organization are 
not highly skilled, nevertheless every employee 
requires specialized training. 

Like many other retail businesses, the 
geographical location, structural design, and 
physical layout of the facilities can represent 
a well-planned enterprise or can burden the 
owner and management with inherent defi- 
ciencies that can only be partially offset by 
ingenious plans and devices. A location that 
is a block or two from the downtown business 
center of a city may penalize a hotel’s income 
potentialities. Inadequate provision for banquet 
facilities, meeting rooms, retail store space, 
passenger and service elevators, kitchens, and 
dining rooms adversely affects the hotel’s 
competitive position and curtails its earning 
powers. These conditions are particularly sig- 
nificant in cities which enjoy a sizeable volume 
of convention and group business. 

Policy Decisions 

The manager of a medium size hotel or a 
large one capable of accommodating as many 
as 4 to 5 thousand guests rarely formulates 
basic operating policies without participation 
in the deliberations by key executive personnel 
and departmental supervisors. Forecasts of in- 
come and operating expenses, as well as ap- 
propriations for capital improvements and re- 
placements, federal, state and city taxes play 
an important part in the final determination 
of policy. A realistic projection of income and 
expenditures giving due recognition to cur- 
rent trends in sales, cost of goods sold, cost of 
labor, supplies, and equipment is duly con- 
sidered in the determination of pricing policies. 

Within our organization basic operating 
policies are presented by the top executive 
group, the operating committee to the Board 
of Directors. These policies can be properly 
classified under the following captions: 
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Budget of operating expenses—including re- 
pairs and maintenance. 

Appropriations and expenditures for capital 
additions, replacements including furni- 
ture and fixtures, carpets, linens, china, 
glass, silverware, and mechanical equip- 
ment. 

Pricing policies as related to room rates, 
food and beverages, and other hotel ser- 
vices. 

Employee relations—central office adminis- 
tration. 

Purchasing policies—including a central 
purchasing office which negotiates con- 
tractual agreements for the benefit of op- 
erating hotel units. 

Accounting—central office administration. 

Business promotion, advertising and public 
relations—central office administration on 
activities of both national and interna- 
tional scope. 

Credit—central office administration on 
Hilton credit cards as released for the 
convenience of regular patrons of Hilton 
Hotels. 

Although final determination of policy rep- 
resents a responsibility of both the Board of 
Directors and the Operating Committee, the 
general manager and staff of our respective 
properties contribute the figures, facts, and 
specific recommendations which are taken into 
consideration in formulating policies that gov- 
ern the operating units. 

Within the general framework of basic pol- 
icy the general managers and staff have wide 
powers of autonomy. This precedent was es- 
tablished many years ago when the operations 
of our organization were confined to the south- 
western area of the United States. The mea- 
sure of success which we have attained through 
this basic principle insures its continued recog- 
nition. I might point out that within the limits 
of our basic policy, internal practices of our 
hotels are the direct responsibility of local 
management. 

This can be appreciated to a greater degree 
when it is considered that Hilton Hotels are 
not uniform or standardized. Most of our 
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larger hotels could be classified as deluxe or 
Class “‘A”’ hotels catering to large convention 
groups as well as regular transient clientele. 
Others cater mainly to transient trade and to 
small conventions. Some are deluxe hotels 
featuring the finest in room accommodations, 
cuisine, and other services for highly discrim- 
inating patrons. 

Many of the hotels, prior to their acquisition 
by Hilton Hotels Corporation, had established 
certain traditions and characteristics which 
we, as a matter of policy, have perpetuated. 
We have endeavored consistently to improve 
their physical facilities, including furnishings 
and equipment, and standards of services. 

“Operations Clinics” 

I previously stated that the basic operating 
policies are formulated by deliberations of 
the key executive personnel and departmental 
supervisors. One of the mediums used for this 
specific purpose is our “Operations Clinics.” 
These call for mutual participation by execu- 
tives of the various Hilton Hotels at a desig- 
nated time and place. 

The agenda for these clinics is determined 
by a special group known as the Development 
Committee. The actual agenda is formulated 
only after the Management of our Hilton Ho- 
tels has had an opportunity to submit specific 
recommendations on subject matter. The pur- 
pose of these conclaves is to bring together 
executive and department heads having simi- 
ar interests. They form a working conference 
in which everyone actively participates in the 
interchange of information on operational 
problems and in the development of improved 
techniques. 

These clinics have been highly informative 
and will undoubtedly continue to contribute 
to the improvement of our operating stand- 
ards. They have stimulated the interest of our 
key personnel towards a better understanding 
of their respective responsibilities. There has 
arisen a genuine desire to raise not only the 
standard of services offered to our patrons, 
but also the general level of operating per- 
formance and the maintenance of our facili- 
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ties both functionally and physically. A re- 
port on the results of each clinic culminates 
in specific proposals submitted by the Devel- 
opment Committee to the top level Operating 
Committee, and plays an important in the 
final determination of policy. 


Organizational Structure 


Because of the scope of hotel operations, 
the administrative staff of each property in- 
volves a relatively large number of key execu- 
tives and departmental heads compared to 
other businesses directing the activities of a 
comparable number of employees. The follow- 
ing outline of our organization structure per- 
tains to one of our larger hotels. 

The General Manager has as his immediate 
assistant a Resident Manager. The top level 
of key executives and departmental heads in- 
cludes two Executive Assistant Managers who 
are in charge of the two major sources of 
revenue in the hotel—the rooms department, 
and the food and beverage department. There 
are several other minor revenue producing 
departments, often referred to as “Other Op- 
erated Departments,” which may also be under 
the direct administration of an Executive As- 
sistant Manager. These include the telephone 
department, laundry and valet departments, 
barber shop, drug store, flower shop, package 
liquor store and juvenile shop. 

Other departments under the direction of 
a top level executive include: Building main- 
tenance and repair—Building Superintendent; 
Heat, light and power—Chief Engineer; Ac- 
counting Department—Auditor; Sales Depart- 
ment—Director of Sales; Advertising and 
publicity—Director of Publicity; Credits and 
collections—Credit Manager; Purchasing De- 
partment—General Purchasing Agent; Per- 
sonnel Department—Director of Personnel. 

In some of the larger hotels, the space 
utilized for stores and concessions may rep- 
resent a functional activity large enough to 
maintain a building rentals or real estate 
office. Generally, however, these activities are 
handled by the head office of the corporation. 
In all there are ten or more key executives 
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who can properly be classified as the top 
echelon of direct administrative functions. 
To evaluate the relative size of some of 
these operations, the telephone department 
personnel may involve as many as 50 em- 
ployees, and represent in number of local and 
toll calls handled the telephone traffic volume 
of an entire community. When a hotel has 
its own laundry that handles the hotel linens 
as well as guest laundry, it may utilize the 
services of as many as 100 employees. 


Secondary Echelons 


The secondary executive or direct super- 
visory level includes the supervisors directly 
in charge of minor operated departments, and 
the sub-departments of the rooms, food and 
beverage, and other departments. 

The various sub-departments and their re- 
spective supervisory classifications are as 
follows: 

Rooms Department: Front Office and Res- 
ervations—Front Office Manager in charge; 
Housekeeping—Executive Housekeeper or as- 
sistant manager in charge; Floor Clerks— 
Chief Floor Clerk; Security Department— 
Chief Security Officer; Uniformed Service'— 
Assistant Manager in Charge. 

Food and Beverage Department: Food pre- 
paration—Executive chef; Restaurant service 
—Restaurant Manager; Banquet service— 
Maitre D’Hotel; Service pantries and ware- 
washing—Executive steward; Food and bev- 
erage purchasing—Food and beverage pur- 
chasing agent. 

Secondary supervisory levels in other de- 
partments include the assistants to the 
Building Superintendent, the Chief Engineer, 
the Auditor, and the Director of Personnel. 

In two of our larger hotels, The Conrad 
Hilton and the Palmer House, the Rooms 
Department and the Food and Beverage De- 
partment employ approximately 650 and 850 
employees respectively. 

The personnel employed in building main- 
tenance repair, and in the heat, light, and 


1 Elevator operators, doormen, lobby porters, and 
bellmen. 
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power departments approximate 150 em- 
ployees. This, of course, does not include the 
craftsmen employed by outside contractors 
who are engaged from time to time for various 
maintenance or construction projects. Person- 
nel employed in the administrative depart- 
ments, such as accounting, credit collections, 
general purchasing, sales, publicity, and per- 
sonnel approximate 140 employees. Including 
the minor operated departments, the aggre- 
gate number employed in each of these two 
hotels exceeds 2,000 employees. 

In addition to the supervisory levels or 
groupings as outlined, there are several sub- 
ordinate echelons involved in various depart- 
mental activities. For example, in the Rooms 
Department there are the assistants to the 
executive housekeeper, floor housekeepers in 
charge of maids, head housemen, and linen 
room supervisor. In the Food Department 
engaged in restaurant service we have three 
additional supervisory classifications—head 
waiter, assistant head waiter, and captains. In 
the same department engaged in food prepar- 
ation we have assistants to the executive chef, 
a pastry chef, and a head butcher. In the 
building maintenance and repair department 
we have foremen in charge of such craftsmen 
as carpenters, upholsterers, electricians, and 
painters, while in the heat, light and power 
department, there are foremen of steam fitters, 
plumbers, engineers, oilers, firemen, elevator 
mechanics and machinists. 


Staff Meetings 


Our staff meetings play an important part 
in maintaining an efficient organization. Apart 
from special conferences that are held as a 
result of an important event or unusual cir- 
cumstance effecting established practices, there 
are two regular weekly staff meetings. One 
comprises the top level group of key execu- 
tives and department heads. The other is a 
conference of the secondary executives or 
direct supervisors, which the general manager 
and his assistants also attend. 

At both conferences the forecast of business 
for the current week is reviewed and current 
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matters of importance affecting guest and em- 
ployee relations, management, or the inter- 
relationship of departments are discussed. 
Other matters dealt with are trends in operat- 
ing performance and the budgetary control 
of expenses. 

Budgeting is maintained for each unit of 
every department on a yearly, monthly, weekly 
and daily basis. An additional phase of each 
meeting is the detailed explanation by a de- 
partment head of departmental practices and 
inter-relationships with the other departments 
of the hotel. This has served to stimulate the 
interest of our supervisors and has resulted 
in a better understanding of the mutual ad- 
vantages obtainable through greater coordina- 
tion of departmental activities. These meetings 
form a vital part in the development and 
modification of policies. 

In addition to the foregoing staff confer- 
ences, each department holds its own periodic 
meetings for the proper dissemination of 
information on policies, practices, and pro- 
cedures. This provides our entire organization 
with an opportunity to learn of all measures 
deemed essential for the preservation and 
improvement of standards of service to our 
patrons, and the maintenance of satisfactory 
levels of operating performance. 


Internal Policies 


Hilton Hotel policies can be classified in 
five broad groupings, as follows: 

1. Hotel services and products—Articulate 
policy position and determination of standards 
on 2ll matters involving services and products 
offered to our guests. 

2. Physical property—Maintenance and im- 
provement of all physical facilities including 
building, furniture, fixtures and equipment 
through a continuous program of moderniza- 
tion and rehabilitation. 

3. Employee relations—A sound compre- 
hensive employee relations program empha- 
sizing the personal nature of hotel services 
and the need for a high level of public 
acceptance. 

4. Sales and business promotion—Stressing 
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promotion based on the familiarity of our 
sales organization with prices, standards and 
quality of hotel services and products as well 
as the availability and capacity of our facili- 
ties. Effective sales organization liaison and 
follow-up on the proper fulfillment of all 
services. 

5. Operating performance—Close  super- 
vision and control of manpower and saleable 
merchandise. 


Emphasis on Service 


Hotels stand out in their emphasis upon 
service, convenience, and the personal com- 
fort offered to the guests. Over a period of 
many years, and particularly during the past 
three decades, the hotel industry has pro- 
gressively improved the character and quality 
of its services to such an extent that it would 
be a practical impossibility for the hotel guest 
to expect a comparable standard of service, 
convenience, and comfort anywhere, not ex- 
cluding his own home or club. 

The most crucial test in the successful 
operation of a hotel centers around the efforts 
by personnel to extend a standard of courtesy, 
thoughtful consideration, and anticipation of 
comforts and conveniences that induces a trav- 
eler to experience a sense of luxurious well- 
being. This is signalized by the manner in 
which the guest is received by the doorman 
at the hotel entrance, the spirit in which he 
is escorted to the registration desk and to his 
room by a bellman, and his treatment in the 
passenger elevators, restaurants, bars, banquet 
halls and meeting rooms. The never-ending 
problem is to render services at a satisfactory 
level and in such a manner that the hotel 
guest feels his patronage is appreciated and 
that all his reasonable demands for comfort 
and convenience will be anticipated and ful- 
filled. 


Employee Relations 


In our larger hotels the various functions 
involved in our employee relations program 
are spearheaded by the Personnel Depart- 
ment. Some of these are the direct responsi- 


bility of the Personnel Department. Others 
are guided by our personnel staff, or represent 
a joint activity of both personnel and the 
various departments. Functions of the Per- 
sonnel Department include the following: 
I. Employment 
A. Sources of Supply 
B. Job Specifications 
C. Selection 
1. Interview 
2. Test 
3. Reference investigation 
D. Indoctrination 
E. Vocational guidance 
F. Employee records 
II. Promotions, transfers, discharges, and 
terminations 
A. Lines of promotion 
B. Transfers 
C. Discharges 
D. Termination procedure 
III. Training 
A. Supervisory 
1. Conferences 
2. Special courses 
B. On-the-job 
C. Education 
1. Visual-audio 
2. Bulletins and pamphlets 
D. Employees’ publication 
IV. Incentives 
A. Merit rating 
B. Non-monetary incentive programs 


V. Safety 

A. Safety education 

B. Hazard controls 

C. Studies of accident causes 

D. Safety inspections 

E. Fire and catastrophe protection 
VI. Health and Sanitation 

A. Physical examinations 

B. First-aid to injured 

C. Physicians’ services 

D. Sanitation and health education 
VII. Social Benefits and Services to Em- 

ployees 
A. Unemployment insurance 


B. Group hospitalization, medical, 
health, and accident cash benefits 
C. Group Life insurance 
D. Pension program 
E. Recreation activities 
VIII. Service and Charity Drive participation 

At The Conrad Hilton and the Palmer 
House in Chicago approximately 80 per cent 
of our employees are identified with organized 
labor, and without exception are members of 
unions affiliated with the American Federation 
of Labor. We have both closed shop and 
union shop agreements. We directly recruit 
and hire our salaried employees, who consti- 
tute the remaining 20 per cent of our total 
personnel, and also approximately one-half 
of all employees who ultimately become mem- 
bers of a labor union under union shop agree- 
ment. Altogether we have approximately 
435 job classifications in our two Chicago 
properties. 

Labor turnover within our hotels compares 
favorably with industry generally. Approxi- 
mately 35 per cent of our ‘entire staff have 
been continuously employed for a period of 
five years or more. 


Promotion Policy 


Hilton Hotels subscribe to the policy of 
promotion and development of executive per- 
sonnel from within our own organization. 
Generally speaking, the only exceptions have 
occurred when other hotels were acquired 
and became a part of the Hilton system. In 
such cases we always endeavored—in most 
instances successfully—to absorb key and line 
personnel of the acquired hotels. In fact, we 
have experienced a remarkable measure of 
success in the indoctrination and effective ap- 
plication of Hilton policies through such 
channels. 

The selection from our line organization of 
employees designated as prospective material 
for promotion in many instances begins at the 
time they join our organization. They are 
selected on the basis of their educational 
background, practical business experience, in- 
itiative, capacity for development, and per- 
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sonal characteristics. The development and 
training of such employees is closely observed 
and appraised. In certain cases, assignment 
in a staff or ‘liaison capacity to a supervisor 
or departmnet head appreciably accelerates 
the opportunities for rapid promotion. Many 
of our key personnel are graduates of univer- 
sities sponsoring schools of business admini- 
stration or from hotel schools. 

We also periodically evaluate the work 
performance of all salaried and administrative 
employees. This enables us to determine the 
possibilities for the development of prospective 
executive material, or for promotions within 
the line organization. 

The program I have just outlined is, of 
course, more consistently followed in our 
larger hotels where the size and scope of 
activities, as well as opportunities, are sub- 
stantially greater. Nevertheless, in all of our 
hotels we screen out any aspirants for promo- 
tion who appear to have the necessary basic 
qualifications. 

It can readily be seen that we undertake 
a broad and comprehnsive program. The em- 
phasis placed upon supervisory and employee 
training is occasioned by the highly specialized 
nature of the hotel industry and the exacting 
standards which we endeavor to maintain. 


Customer Reactions 


The inside story of hotel operations would 
be incomplete without some appraisal of the 
reactions of hotel guests. Every hotel manager 
has a guest complaint file. In some cases they 
are founded on valid causes. Many of them, 
however, are based upon misconceptions or a 
lack of understanding of hotel procedures. 

Offsetting the complaint file is a more 
voluminous one containing commendatory let- 
ters expressing appreciation for services ren- 
dered by personnel, for the physical condition 
of our properties and for the coordinated 


efforts of the hotel staff in the handling of — 


group activities in a creditable manner. 
The latter function often entails the efficient 

handling of large conventions in which room 

accommodations are provided for several hun- 
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dred delegates, whose registration and depar- 
tures must be attended to within an interval 
of a few hours; and exhibits, banquets, and 
conference rooms must be set up according 
to an advance plan, carefully scheduled as 
to time, numbers in attendance, and other 
exacting requirements. 

There are occasions when the hotel manager 
feels that he has legitimate complaints against 
the guests. These include the not infrequent 
assumption by hotel patrons that the front 
office cashier should without question ex- 
change a personal check for cash, even though 
it may be a substantial amount. Credit rat- 
ings are based on information received from 
bank references. Thus definite limits must be 
prescribed on both the extension of credit 
and the exchange of checks for cash. A patron’s 
own bank certainly does not hesitate to refer 
to his bank account to determine whether a 
check of substantial amount should be ex- 
changed for cash. The average daily volume 
of checks exchanged for cash in a large hotel, 
apart from those which are received in pay- 
ment of statement rendered at time of check- 
out, is equal to, if not greater than, that of 
most banks located in the business district 
of any large city. 

In the larger hotels one of the primary 
reasons for concern by hotel management, dur- 
ing a period of peak business activity, is the 
non-cancellation of confirmed reservations by 
its guests. On the other hand, there are always 
many prospective guests who expect to obtain 
room accommodations without advance reser- 
vations. These two divergent circumstances, 
combined with inclement weather conditions 
which ground all air flights, and necessitate 
unexpected extension of guests’ stays, create 
conditions which are extremely aggravating 
to hotel management as well as to its guests. 
Over the past several years, however, hotel 
management has learned to prepare itself for 
such eventualities, and as a consequence the 
disruptions caused by these situations have 
been sharply curtailed. 

A demand for rooms and other facilities 
exceeding the capacity of the hotel is some- 
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times attributable to a much greater attend- 
ance for a scheduled exhibit, conference, or 
banquet than was anticipated in the advance 
notifications. However, such contingencies 
have been reduced to a minimum as a result 
of the close attention of our Sales Depart- 
ment in planning and co-ordinating all pro- 
grammed activities involving convention or 
association groups. 

Many may be surprised to know that 
Hilton Hotels management do not consider 
pilferage a major problem. It is true that 
hotel patrons on occasion will either inadver- 
tently or deliberately remove hotel property. 
Over the course of a year there are countless 
items, principally in the china, glass, linen, 
and silver categories, which are removed from 
our guest and public rooms. The seasoned 
traveler utilizing the services of a deluxe or 
first-class transient hotel who would engage 
in such practices is rare. This petty form of 
larceny is generally performed by the vaca- 
tionist or tourist who considers the pilfered 
item a souvenir to commemorate his stay 
at the hotel. 

Customer reaction to upward revisions in 
the price of hotel services over the past sev- 
eral years indicates recognition of the need 
and fairness of these price adjustments. To 
the infrequent hotel patron it might appear 
that hotel prices are exorbitantly high as 
compared to the pre-war level. However, the 
records clearly show that hotels were sub- 
jected to price controls on rooms, food, and 
beverages for many months following the 
close of World War II, and that in recent 
years the comparative commodity price level 
remained constantly higher that that for hotel 
room rates. On the other hand, average yearly 


earnings of hotel employees have, over this 
same period, increased to a relatively higher 
level than that of manufacturing and non- 
manufacturing industries. Over these same 
years the cost of many services and products 
consumed by hotels have increased propor- 
tionately greater than room rates or food and 
beverage prices charged guests. 


Impact on Community Life 


I am sure that hotel men generally would 
like to have the public know a great deal 
more not only about the internal operations 
of a hotel but also its value and contribution 
to the community. An understanding and 
appreciation of the hotel’s place in the com- 
munity is probably more apparent in the 
smaller cities where the residents are conscious 
of the fact that it is the center of social, 
cultural and business activities. This same 
condition prevails on a greater scale in the 
large cities, but is not as readily recognized 
because of the wide diversification in the 
interests and activities of its residents. 

Hotels located in the major cities of the 
United States attract thousands of visitors 
who expend millions of dollars annually when 
on a vacation, shopping tour, or business trip. 
These same hotels are continually engaged 
in promotion and development of business 
both on its own initiative and in collaboration 
with Convention Bureaus. It is probable that 
less than 25 per cent of the total moneys 
spent by such visitors go directly to the hotels 
and their employees. The balance is spent in 
countless other retail establishments, cultural 
and amusement centers, and other enterprises 
which contribute materially to the economic 
welfare of the community. 
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Suggestions for preparing and presenting effective public speeches, 
which represent an increasingly important activity of business men. 


Public Speaking for Business Men 


Public speaking is the oral communication 
of a message in the mind of the speaker to 
the mind of the listener. Business men will 
be better public speakers when they realize 
and put into practice the full significance of 
this definition. It means that the words, the 
ideas, the thoughts of the speaker must reach 
the ear, the consciousness, the mind of the 
listener. It is not the number of words spoken 
that counts, it is the number of words received. 
Regardless of your influence, your power, your 
position, the simple fact remains that unless 
your listener receives your message you are 
no more communicating than if you were 
talking over a broken intercom or a dead 
telephone. 

As you contemplate a speaking assignment 
your first reaction is undoubtedly one of 
anxiety, apprehension, fear, or downright stage 
fright. Let me assure you that this feeling is 
normal, natural, and present in varying de- 
grees in virtually all speakers—even exper- 
ienced speakers. 


What Stage Fright Means 


As a matter of fact, the absence of this 
fear should be of more concern to the speaker 
than its presence. This fear simply means 
that the speaker is responding to the stimu- 
lation created by the presence of listeners. 
The mind always does its best work when 
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stimulated. If the speaker does not respond 
to audience stimulation, he is not functioning 
to the best of his ability. 

You can have further assurance in knowing 
that in all probability you will not show 
outwardly the disturbance you feel inwardly. 
Many of the reputed signs of platform fear 
are entirely in the imagination of the speaker. 
Finally then, platform fear can never be elim- 
inated but it can be reduced and controlled 
and made to improve your speaking. 


An Antidote for Stage Fright 


The first prerequisite for good public speak- 
ing and one of the best antidotes for stage 
fright is a good subject logically planned and 
carefully organized. Your first step should 
be to determine your purpose in speaking. 
Turn the purpose over in your mind as ana- 
lytically as possible until you have deter- 
mined exactly what you hope to accomplish. 
When your objective seems to crystallize, 
write it down in as simple a statement as 
possible. This objective is the central idea 
of your message around which your speech 
will be built. As your preparation continues, 
everything you do and say should point to 
attaining your objective. 

The type of speech you build will depend 
upon your objective. Speech types are vehicles 
for carrying the message. If your objective is 
to convince, you will use the argumentative 
type of speech; if it is to describe, the descrip- 
tive type; if it is to explain, the expository 
type; if it is to relate, the narrative type; and 
if it is to amuse, the humorous type. 
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Seldom, however, is one type used exclu- 
sively. In the average speech, one or more 
types will be used to supplement the main 
type that is being used. Regardless of this 
overlapping, every speech should be clearly 
a distinct type, the type necessary to carry 


the message. 
Outlining the Speech 

As soon as the objective and the speech 
type are determined, your next step will be 
to construct an outline, a speech “blue print.” 
For all types of speeches, there should be an 
introduction, a body, and a conclusion. 

The purpose of the introduction is to enable 
the speaker to make a favorable impression 
on the audience and to solicit their favorable 
consideration of his subject. When you plan 
your introduction, make it as short as possible. 
Use funny stories if you want to. They are 
not at all necessary, however. In fact, in many 
situations they are not even advisable. If you 
do lead off with humor, be sure your audience 
laughs with you and not at you. Make your 
introduction lead directly, quickly, briefly to 
the body of your speech. 

The body of the speech is the core of the 
speech blue print. Here you must plan to as- 
semble the speech materials that will aid in 
securing your objective. The body of the 
speech is often divided into two, three, or 
more points which in turn may be broken down 
into smaller sub-divisions. The number of 
points and the extent of the sub-dividing will 
depend upon the speaker, the subject matter, 
and the speech type. This speech blue print 
must be complete and in such detail as to 
provide the framework for the talk, but at 
the same time it must be drawn to scale to 
meet the time limitations for speaking. 


How Long to Speak 


If there is any one cardinal sin in public 
speaking, it is speaking too long. The day of 
the hour and a half speech has passed. The 
short speech conforms to the pattern of Amer- 
ican life. Nearly every subject can be better 
treated in a short speech. Lincoln’s Gettysburg 
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Address, one of the greatest speeches in modern 
times, contains only 270 words and can be read 
with feeling in less than two minutes. A self- 
imposed time limit of 25 to 45 minutes is a 
good policy. Speakers who lack terminal facil- 
ities soon lack audiences. If you want to say 
a lot, say a little. 

The purpose of the conclusion is to bring 
the speech to an orderly end. The conclusion 
may contain an appeal, a brief summary, the 
application of a principle, a restatement of 
the objective of the speech. 

There is no set plan to follow, as the con- 
clusion will always depend upon the subject 
matter, the type of speech, and the ingenuity 
of the speaker. 

Most conclusions come too late and last 
too long. Avoid the abrupt conclusion that 
surprises, and the prolonged conclusion that 
irritates. 

Effective speeches have impressive, dra- 
matic, telling conclusions. Such conclusions 
are not made on the spur of the moment. 
They are the result of study and planning. 
When you plan your conclusion, plan one 
that is timely, applicable, and short—one 
that can be spoken with finality. 


Should Your Speech Be Written Out? 


You should now clothe your outline in the 
language you will use when speaking. You 
will either think the speech through as you 
hope to give it or you will write it out word 
for word. 

You will have a better chance of saying 
exactly what you want to say if you write 
it out. This method is by far the best. It 
will give you plenty of time to scrutinize 
your word selection, to examine your sen- 
tences, and to test your thinking. 

Whatever method you use, be sure to use 
short words, words that can be easily and 
distinctly pronounced, words that are instantly 
intelligible. Use simple, easily understood sen- 
tences. Ask rhetorical questions and follow 
with the answers. Use illustrations and ex- 
amples. Be concrete. Be clear. The sentences 
in your /etters can be read and reread. The 


Michigan Business Review 


fw NOVEMBER, 


sentences in your speech, however, can be 
heard only once. 

Read the speeches others have given. No- 
tice the language they have used. Pay par- 
ticular attention to the opening sentences in 
the introduction, to the transitional sentences, 
to the closing sentences in the conclusion. 

Read Russell Conwell’s “Acres of Dia- 
monds.” This speech has been given more 
times and heard by more people in direct 
speaker-audience contact than any other 
speech in the history of the world. The Amer- 
ican public over a thirty-year period paid 
more than a million dollars to hear Mr. 
Conwell give this speech. The simplicity, in- 
timacy, and directness of this speech account 
for its greatness. Its style will convince nearly 
every business man that he too can write 


a speech. 


What Method of Delivery 
Should You Use? 


As the time approaches for meeting your 
speech assignment, you will have to decide 
on the method of delivering your speech. You 
can read it, memorize it and speak it from 
memory, or you can speak it extemporaneously. 

For the radio and for television and for 
those occasions where the speech contains 
highly significant material, reading is almost 
imperative. 

Unless you have a prodigious and reliable 
memory, don’t ever memorize your speech. 

The best method is the extemporaneous 
method. For this method, preparation falls 
just short of actually memorizing the speech 
word for word. Opening and closing sentences 
and perhaps a few key sentences should be 
memorized. Prepare an outline, and either 
memorize the outline or take it to the plat- 
form. If necessary, refer to the outline, but 
let your speaking be extemporaneous. Because 
of your thorough preparation, you will not be 
at a loss for words. You will feel relieved not 
to be tied to a memorized manuscript. You 
will enjoy your speaking. 

At this point in the preparation of a speech, 
some critics more experienced in criticizing 
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than in speaking, will say that anyone who 
knows what he is going to say can say it. 
That opinion is absolutely false, as many 
gullible speakers who have come to grief will 
testify. The organs of speech were no more 
designed for speaking than the fingers for 
playing a piano. Speech is an overlaid func- 
tion. Rudimentary speech is learned. Skill in 
speaking must be acquired by study and 
practice. 


The Essentials of a Good Delivery 


The first basic, fundamental, and indispens- 
able prerequisite for good delivery is sincerity. 
But it is not enough just to have sincerity. It 
must be evident to the audience. Your sin- 
cerity may be genuine, your feeling keen, and 
your interest vital, but if you cannot portray 
these mental attitudes to your listeners, your 
cause is lost. 

Self-conciousness, inhibitions, fear, restrain 
a speaker from expressing by word and action 
his real emotions. Your audience must know 
that you are sincere. 

You must be Aeard if your audience is to 
evaluate your sincerity and to receive your 
message. This statement is self-evident, but 
nevertheless the average speaker does not 
speak loudly enough. He is lip-lazy, tight 
jawed, and does not project his voice. He 
mistakenly assumes that if he can hear his 
voice, his listeners can also. 

When you speak, don’t trust to your own 
judgement for volume. Watch your audience 
as they will tell you if you need to speak 
louder. Your listeners have assembled to hear 
you. Out of courtesy to them and justice to 
yourself, let them hear you. 

Sufficient volume is not enough. Hearing is 
not understanding. Your speaking should be 
instantly intelligible. Careless articulation, 
fuzzy enunciation and inaccurate pronunci- 
ation will confuse, even frustrate the listener 
and retard his comprehension. 

If you want your listeners to keep on the 
beam, use a clarity of diction that is crystal 
clear. The primary cause of faulty diction is 
a too rapid rate of speaking. Most speakers 
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speak altogether too rapidly. There is no 
excuse whatsoever for speaking at a rate that 
sacrifices comprehension. When you speak, 
speak slowly. You will be better understood. 
You will have time to be more expressive. If 
you will be deliberate in your rate of speaking, 
you will appear more self-confident and will 
feel more self-assured. 


Think of Your Audience 
as Individuals 


One of the ear marks of the more experi- 
enced and more successful speaker is that of 
directness. He knows that in order to hold 
attention, he must avoid the high, abstract, 
impersonal pitch that seems to direct the voice 
to no particular person in some far off place. 
He has learned that the listener attends when 
the speaker uses the same pitch for all his 
audience that he would use in asking a per- 
sonal question of a listener in the front row. 

You can acquire this same skill if you will 
think of your audience as individuals and see 
them as individuals. Talk with them, not at 
them. Establish an eye contact with one indi- 
vidual and then another and another. Talk 
to each personally as though he were the only 
person in your audience. Your pitch will auto- 
matically be direct, personal, intimate. 


The Importance of Bodily Action 


One of the outstanding characteristics of 
animated conversation is action—the move- 
ment of the head, the body, the arms, facial 
expression. This action is such an integral 
part of conversation that it is virtually im- 
possible to converse without some movement 
of the body or without some facial expression. 
The nod of the head, the movement of the 
hand, a smile, give added meaning to the 
spoken word. Often, indeed, clear understand- 
ing is as dependent upon a bodily movement 
or a facial expression as upon the words they 
accompany. 
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If action is so important in conversation, it 
is even more important in public speaking. 
If there is any one secret of effective speech 
delivery, it is the ability to transfer to the 
platform this natural action of everyday con- 
versation. The activity of the speaker con- 
tributes definitely to good vocal variety. The 
impulse that finds an outlet in a bodily move- 
ment or a facial expression is reflected in the 
voice. The impulse that stimulates the muscles 
of the arm to make a vigorous fist jesture is 
also stimulating the voice mechanism to make 
an equally emphatic utterance. The smile on 
the face puts a smile in the voice. 

The coordination of action with voice is the 
basis of genuine, sincere expression. If you 
want your speaking to be expressive, to show 
feeling, to have word emphasis, use the same 
action in your public speaking as you use in 
your conversation. 

Finally, this action will serve as a visual aid 
to add additional meaning to your statements. 
Through the use of action, you will have a 
two-fold contact with your audience as you 
will be able to appeal to their eyes as well as 
their ears. 


Practice is Essential 


If business men want to become better pub- 
lic speakers, they must practice these basic 
principles. Skill in speaking cannot be ac- 
quired solely through the knowledge of a 
textbook, regardless of how well it is mastered. 
A study of the fundamentals of golf is accom- 
panied by practice on the fairway. And so, in 
acquiring skill in speaking, theory must be 
accompanied by practice. 

The best way to provide this experience is 
to organize a class where the members can 
practice their speeches. Practice makes per- 
fect. But, because practice also makes perma- 
nent, a competent instructor should be in 
charge to supervise and direct the training. 
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An analysis of the key factors that determine interest rates, 
including Treasury and Federal Reserve policies. 


Money Market Developments 


and Prospects 


LWAYS a topic of lively current interest 

in financial circles, the money market 
situation has attracted even more attention 
than usual during the past two or three years. 
This grows out of the emerging prospect of a 
freer market after two decades of artificially 
low rates, created largely by monetary and 
Federal debt management policies. Especially 
in view of the dynamic fluctuations of money 
rates and bond prices during the current year, 
it is appropriate to take a fresh look at money 
market developments and prospects. 

Any discussion of the current money market 
situation needs to be prefaced by a look back- 
ward. For more than two decades we have 
lived with artificially low interest rates, cre- 
ated largely by monetary and debt manage- 
ment policies. It is easy, therefore, as we 
emerge into the atmosphere of a freer money 
market, to lose perspective. The fact is that, 
despite a substantial rise in rates during the 
past two years, there is no historical parallel 
to such low rates during a business boom. 


A Look Backward 


During the 40-year period, 1890-1929, the 
lowest monthly rate on open market com- 
mercial paper (prime, 4 to 6 months) was 
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3.13% in the fall of 1924; the next lowest 
was 3.50% in the first quarter of 1916. Both 
were periods of business recession or depres- 
sion. This compares with the current 2.75% 
(September) during a seething boom. In the 
prosperity period, 1928-1929, the commer- 
cial paper rate ranged between 4% and 
6.25%; in 1920 it reached 8.13%. 

A similar relationship of current to past 
bond yields exists, although of course the 
range of fluctuation is not so wide. Moody’s 
AAA bonds currently yielded 3.30% on Sep- 
tember 8. This compares with a range of 
4.46% to 4.80% in 1928-1929, and to 
5.75%-6.38% in 1920.' (See Chart 1.) We 
have to go back to 1899 to find bond yields as 
low as current yields. Thus, even with a gen- 
erous allowance for a declining secular trend 
of interest rates they are now very low for a 
period of great prosperity. 

From their peak in 1929 bond yields began 
a long decline that carried to the lows of the 
first quarter of 1946—2.46% on AAA corpor- 
ates and 2.08% on Government long-terms. 
Short-terms rates reached their lows in 
1939-1941, after which they stiffened slightly 
and held a shade higher level into 1946. 
(Commercial paper lows were %2%-%; 
Treasury bills ranged 0%-%4%.) 


1 Source of rates quoted: Board of Governors of 
the Federal Reserve System, Banking and Monetary 
Statistics; Federal Reserve Bulletin. 
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Factors Influencing Rates, 1930-1946 

Without going into detail, the heavy de- 
cline in rates during the 1930’s resulted from 
factors of both demand and supply. The de- 
mand for credit very nearly dried up during 
the depression years. On the other hand, the 
supply of loanable funds as reflected by excess 
legal reserves of commercial (member) banks 
rose to record proportions, reaching nearly 
$7 billion in 1940. This was mainly a conse- 


serves about $3 billion. But even so the mem- 
ber bank reserve position was never placed 
under real pressure. Excess reserves never de- 
clined below $750 million, and member bank 
borrowing at the Federal Reserve banks re- 
mained nominal in amount. The discount rate 
of the Federal Reserve Bank of New York 
was lowered in February, 1934, from 2% to 
142%, and again in August, 1937 to 1%. 
Also, the Federal Open Market Committee 


LONG- AND SHORT-TERM INTEREST RATES 


! 

8 a 


4 
2 f 
1870 1880 1890 1900 1910 1920 1930 1940 1950 
 mATIOWAL BUREAU OF 
CHART 1 


Source: Federal Reserve Charts 


quence of the tremendous increase in the gold 
stock, first under the stimulus of raising the 
Treasury price of gold to $35 an ounce and 
later from enlarged foreign demands for 
American goods in connection with World 
War II. 

Monetary management policies during the 
1930’s may be characterized in general as ex- 
tremely easy and inflationary. Member bank 
reserve requirements were doubled, it is true, 
in 1936-1937, thereby reducing excess re- 
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showed no disposition to tighten the reserve 
situation by the sale of United States se- 
curities. 

During the war interest rates were pegged 
by the Federal Reserve so that the yield on 
Treasury bilis could not rise above 3% and 
yields on long-term Treasury bonds above 
214%. The Federal Open Market Committee 
stood ready to purchase all U.S. securities 
offered at yields above this low rate pattern. 
Since long- and intermediate-term U.S. se- 
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curities offered a higher yield and were as 
liquid as Treasury bills, commercial banks 
held the former and the bills mostly gravitated 
to the Reserve Banks. The unwisdom of sup- 
porting such a rate pattern was clear in 1945 
and the first quarter of 1946 when yields on 
long-term U.S. securities dropped to 2.08%. 
Demand for them was large because of their 
artificial liquidity and the huge amount of 
wartime savings. Also, few new corporate and 
municipal issues or real estate mortgages were 
available to compete with Governments. 


Uptrend of Rates Since Mid-1946 


In the second quarter of 1946 there began 
a strong uptrend of interest rates which with 
minor interruptions has carried through to 
September, 1953. During the first half of 1953 
the rise of intermediate- and long-term yields 
gained such momentum that it exceeded all 
past records, barring periods of great crisis. 
What factors have been responsible for these 
developments? 

The root cause has been the unprecedented 
demands for long-term and short-term credit 
to finance the great postwar boom. Total busi- 
ness and consumer debt approximately 
doubled in the 7-year period December 31, 
1945, to December 31, 1952. Loans of all in- 
sured commercial banks rose from $25.8 bil- 
lion to $63.6 billion; mortgage debt on 1- to 
4-family houses from $18.5 $58.2 
billion; consumer credit from $5.7 billion to 
$25.7 billion.? Loan expansion has continued 
apace in 1953, especially in the real estate 
and consumer categories. 

Viewing the money market from the supply 
side, the policy of the monetary authorities 
was in general an inflationary one until the 
Federal Reserve-Treasury Accord in March, 
1951. Supporting the price of United States 
securities at about par was deemed more im- 
portant then preserving the value of the dol- 
lar. Artificial and excessive liquidity was by 
this means conveyed not only to commercial 
banks but also to life insurance companies, 
savings banks, and all other owners of market- 


2 Federal Reserve Bulletin, June, 1953. 
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able Government securities. These institutions 
were able to make all desirable loans simply 
by selling their United States securities. 

Several anti-inflationary gestures, it is true, 
were made by the Reserve authorities during 
this period. The Reserve Bank discount rate 
was raised by steps from 1% in 1946 to 134% 
in 1950. But the latter rate was in no sense a 
“penalty” rate, especially since member bank 
borrowing was nominal. Also, the legal re- 
serve requirements of member banks were 
raised in September, 1948, to the highest per- 
centages on record.’ But again this step 
achieved little by way of tightening credit in 
the presence of the bond support program. 
Member banks simply sold enough United 
States securities to the Reserve Banks (di- 
rectly or indirectly) to repair their reserve 
position. Their average excess reserves ex- 
ceeded borrowing from the Reserve Banks by 
about $450 million during the last quarter 
of 1948. 

Under these conditions long-term bond 
yields rose very modestly—Governments from 
a monthly average of 2.19% in 1946 to 2.32% 
in 1950, and Moody’s AAA’s from 2.53% to 
2.62%. A contributing factor to the increase 
in yields was the relatively small volume of 
personal savings in these years. 

The course of short-term rates during this 
period is another story. Treasury bills were 
pegged at the artificially low level of 4% 
during the war and until mid-1947 when the 
peg was removed. The rate jumped immedi- 
ately, reaching 1% by January, 1948, and 
1.4% by March, 1951, under freer market con- 
ditions. When the bill rate was pegged at 34% 
the Reserve Banks held most of the outstand- 
ing bills—$14.4 billion in June, 1947. With 
the rise of the bill rate, the market (mainly 
commercial banks and nonfinancial corpor- 
ations) absorbed the bulk of them, so that by 
the end of February, 1951, the Reserve Banks 
held only $1.5 billion. 

Since Treasury bills were a special case, it 

3 Central reserve cities, 26% of net demand de- 
posits; reserve cities, 22%; country banks 16%; time 


deposits, 714%. Reserve requirements were 
about $2 billion. 
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is of interest to inquire what happened to 
other rates in the short-term market. Between 
midyear 1947 and March, 1951, the commer- 
cial paper rate doubled—from 1% to 2%— 
and bankers’ acceptances followed suit—from 
81% to 1.63%. 


The Treasury-Federal Reserve 
Accord, March, 1951 


A momentous event in the financial world 
occurred on March 4, 1951, when the Treas- 
ury-Federal Reserve accord was announced as 
follows: 

“The Treasury and the Federal Reserve 
System have reached full accord with re- 
spect to debt management and monetary 
policies to be pursued in furthering their 
common purpose to assure the successful 
financing of the Government’s requirements 
and, at the same time, to minimize mone- 
tization of the public debt.” 

During and since the war, it will be recalled, 
the Federal Reserve was almost completely 
subservient to the desires of the Treasury to 
borrow at low rates and to maintain stable 
prices of Government securities. The preven- 
tion of commodity price inflation and other 
monetary objectives were temporarily sub- 
merged. At long last and after a hard struggle, 
the Reserve authorities were to be given a 
greater measure of independence in their do- 
main of monetary management. A stable dol- 
lar was recognized as being more important 
than stable Government security prices and a 
somewhat higher interest cost of the Federal 
debt. While the Federal Reserve could not 
ignore the Treasury’s problems of huge re- 
fundings and the borrowing of new money, it 
was to be primarily responsible for conditions 
in the money market. The Treasury was 
henceforth to accept these conditions even if 
it meant higher interest costs. 

With less support from the Federal Reserve, 
yields on Government securities rose between 
0.2% and 0.3% by May, and with minor 
changes, held this new level until midyear, 
1952. Part of the rise was a result of the 
lessened liquidity attaching to such obliga- 
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tions. The Reserve authorities gave the Treas- 
ury some support in periods of refunding and 
met the enlarged reserve needs of commercial 
banks without subjecting them to serious pres- 
sure. In fact, member banks held an appreci- 
able amount of net surplus (free) legal 
reserve until midyear 1952. The increase in 
required reserves and of currency in circulation 
were almost met by a gain in the gold stock, 
so that little increase in Reserve Bank credit 
was needed. 


Rates Since Mid-1952 


Another turn of the screw took place during 
the last half of 1952 with the result that yields 
on United States securities resumed their up- 
ward course. Treasury bills rose from 1.70% 
to 2.13%; 3- to 5-year issues from 2.04% to 
2.30% ; and long-terms from 2.61% to 2.75%. 
(See Chart 2.) Whereas excess legal reserves 
of member (commercial) banks had been sub- 
stantially larger than their borrowings at the 
Reserve Banks for nearly two decades, the 
opposite situation developed in July. That is, 
a net reserve surplus turned into a net reserve 
deficit which rose to over $900 million in the 
last quarter. This was indeed a new epoch. 
Sizable increases in currency in circulation 
and in required legal reserves were relieved 
only in part by Reserve Bank purchases of 
United States securities. Once again the dis- 
count windows of the Reserve Banks became 
active. By December average borrowings were 
$1.6 billion, and for a time exceeded $2 bil- 
lion—the largest volume since 1920. 

This brings us to money market develop- 
ments during 1953—one of the most dynamic 
periods that history records. It has witnessed 
a rise of Treasury bill rates from under 2% in 
January to a peak of 2.42% on June 2; of 3- 
to 5-year issues from 2.3% to over 3%; and 
of long-term Governments from 234% to 
344%. Prime commercial paper rates rose 
from 2.3% to 2.75%. (See Chart 2.) In terms 
of price, the War Loan 2'%s, 1967-1972, 
dropped from 97 in November, 1952, to 90 in 
early June—enough to disturb the sleep of 
officers of institutional investors. Corporates 
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and municipals, especially the latter, also de- 
clined heavily. 


Why Did Rates Rise? 


Now what were the reasons for this marked 
rise of interest rates? To begin with, the de- 
mands on the capital market during the first 
half were exceedingly heavy. Business corpor- 
ations, mortgagors, the Federal Government, 
and State and local governments raised about 


the net reserve deficit position remained. The 
Federal Reserve authorities, aided by an out- 
flow of gold, held the reins taut by the sale of 
United States securities. Member banks in 
leading cities reduced their holdings of United 
States securities by $3.6 billion through May 
while they expanded loans $1 billion. 

In addition to these statistical facts, the in- 
vestment market was confronted with great 
uncertainties, especially during the second 
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$11 billion net of retirements—$1% billion 
more than in the first half of 1952. Part of this 
borrowing was in anticipation of higher rates 
to come, thereby magnifying current demands 
and rate increases. Personal and corporate sav- 
ings were also higher, but still inadequate to 
meet loan demands at existing rates. 

With reference to the short-term market, 
commercial banks were subjected to consider- 
able liquidity pressure. Member bank borrow- 
ings held well above $1 billion into May, and 
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quarter. It became clear that the Treasury 
would have to raise between $9 and $12 bil- 
lion of new money during the second half in 
the face of a continued private, State, and local 
demand of record proportions. This was 
against the background of repeated Federal 
Reserve and Treasury statements concerning 
the new era of a free market for Government 
securities and of sound money policies. The 
Treasury had issued the 30-year 314s on May 
1 in line with its program of extending ma- 
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turities. Would more long-terms be offered in 
the near future in competition with private 
long-term credit demands? Also, to what ex- 
tent would the Reserve authorities release 
reserves to commercial banks to finance Treas- 
ury needs combined with the seasonal expan- 
sion of loans and currency during the second 
Federal Reserve Policies 

A suggestion of the answer came in the 
second week of May when the Federal Reserve 
began to ease the market by the purchase of 
Treasury bills in the open market. By July 8, 
about $1.2 billion had been released to bank 
reserves in this manner. A more convincing 
answer came on June 24 when the Federal 
Reserve Board announced that member bank 
legal reserve requirements would be reduced 
2 percentage points in central reserve cities 
and 1 point elsewhere, wholly effective on 
July 9. This released another $1.2 billion of 
bank reserves and also increased the multiple 
by which a dollar of reserve money could be 
expanded in the form of demand deposits by 
the banking system—from about $5.40 to 
$5.80. 

At the time of announcement of the reduc- 
tion in reserve requirements the Board made 
a significant statement as follows: 

This step was taken in pursuance of Federal 
Reserve policy, designed to make available 
the reserve funds necessary to meet the 
essential needs of the economy and to help 
maintain stability of the dollar. The reduc- 
tion . . . was made in anticipation of the 
exceptionally heavy demands on bank re- 
serves which will develop in the near future 
when seasonal requirements of the economy 
will expand and Treasury financing in large 
volume is inescapable. The action is in- 
tended to provide assurance that these needs 
will be met without undue strain on the 
economy and is in conformity with System 
policy of contributing to the objective of 
sustaining economic equilibrium at high 
levels of production and employment. 

Discount rate policy has also been incon- 
sistent with a general program of credit con- 


traction. Despite the fact that the yield on 
3-month Treasury bills has been above 2% 
since December, 1952, the Federal Reserve 
discount rate has remained at 2%. This ob- 
viously encourages member banks to borrow 
for profit, especially in view of the low cost 
of reserve money after deduction for corporate 
income taxes. With such a bill-discount rate 
relationship, even the more conservative banks 
are tempted to repair a legal reserve deficit by 
borrowing instead of selling bills in the mar- 
ket. Under these circumstances, insofar as 
borrowing at the Federal Reserve Bank is 
minimized, the burden falls on discount policy, 
i.e., the rationing of loans to member banks 
by Reserve Bank officers. 


Federal Debt Management 


Turning now to debt management, the Re- 
publican Administration’s disappointing ex- 
perience with the 30-year 314s, together with 
the general tightness of the capital market, has 
led it to modify its initial vigorous policy of 
extending maturities. New money has been 
raised by borrowing over $1 billion directly 
from the Federal Reserve Bank of New York 
in the first half of June; by selling $5.9 billion 
212% Tax Anticipation Certificates of Indebt- 
edness, dated July 15 and maturing March 22, 
1954; and by enlarging the weekly offering of 
bills. Also, refunding operations have failed to 
hold the line on the basis of original maturity 
contracts. Holders of the $8 billion of 10-year 
bonds maturing September 15 were offered 
the alternative of exchanging them for a 254% 
l-year certificate or a 274% 3%-year note. 
The result was that 59.1% of the holders chose 
the certificate, 34% elected to take cash, and 
37.1% chose the note. On the basis of the 
current maturity schedule, it is true, the aver- 
age maturity of the debt was slightly extended. 
But with the passage of time, refunding of 
maturing bond issues into bills, certificates, 
and notes obviously shortens, rather than 
lengthens, the average maturity. 

These decidedly less stringent monetary and 
debt management policies since May have 
been reflected in both the reserve position of 
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the commercial banks and the interest rate 
level. In June the member banks saw their net 
reserve deficit, which had ranged between $400 
and $900 million for almost a year, turn into 
a net reserve surplus of about the same magni- 
tude for about seven weeks. But beginning 
with the last week of July, Federal Reserve 
policy has been stiffened and the borrowing of 
member banks has, on the average, somewhat 


exceeded their excess reserves through mid- 


September. The Federal Reserve Banks have 
been purchasing enough United States secur- 
ities to bring about this net result. 

Treasury bills, influenced by Reserve Bank 
purchases, declined from their peak of 2.4% 
on June 1 to below 2%, and at mid-September 
stood just over 2%. Yields on long-term 
Governments dropped about 14%; corporates 
and municipals about 0.15%. In terms of price 
the new 30-year 34s recovered from their low 
of 98 14/32 to just above par by mid-Septem- 
ber, and the 2!4s of 1967-1972 rose from 90 
to about 93. 


Inflation or Deflation Ahead 


The wisdom of the easier Reserve and 
Treasury policies pursued since May have 
been hotly debated. Opponents contend that 
under boom conditions price inflation is still 
a serious threat, especially during the re- 
mainder of 1953 when demand deposits and 
currency are certain to expand. Restrictive 
credit and debt management policies should 
therefore be pursued. | 

Proponents of the new policies argue that 
the prevailing threat to the economy is no 
longer inflation, but rather recession and de- 
flation. We have largely grown up to our war- 
created money supply as evidenced by the 
decline of wholesale prices since the first 
quarter of 1951. After seven years of great 
prosperity, a decline in business investment, 
construction, and consumers’ expenditures for 
durable goods is a reasonable expectation. 
When to this is added a reduction of Federal 
defense expenditures, a recession in 1954 is, 
they believe, a strong probability. 

While one need not adopt the extreme of 
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either view, the writer is sympathetic to the 
latter at this time. Especially since the Korean 
truce, this is no time to be vigorously tough on 
the financial front. The proper times to have 
been tough were muffed during the war, and in 
1947, 1948, and 1950. Present policies seem 
appropriate to existing conditions, but they 
should be flexibly adapted to new conditions 
as they unfold, including evidences of price 
inflation. 


The Interest Rate Outlook 


This brings us to the difficult but necessary 
stage of analyzing future probabilities. The 
writer’s views may be summarized as follows: 

1. Private, State and local credit demands, 
are likely to remain at present record levels 
during the remainder of 1953. 

2. The Federal Government is likely to bor- 
row about $1.5 billion of new money between 
mid-September and the remainder of 1953 in 
order to maintain its cash balance. This 
amount would bring the total Federal debt 
nearly up to the legal maximum of $275 
billion. 

3. Taken together these demands materially 
exceed the flow of personal and corporate sav- 
ings, even though savings are at record levels. 

4. In order to avoid higher interest rates by 
the year-end, the Reserve authorities will have 
to release a substantial amount of reserve 
money to the commercial banks. Additional 
reserves will be needed to meet a rise of cur- 
rency in circulation of over $1 billion, and a 
sizable increase in bank deposits. Also, in order 
to avoid higher yields in the bond market, the 
Treasury will have to refrain from competing 
with private, State and local borrowers; in 
other words, borrow at short-term from the 
commercial and Federal Reserve banks. Both 
the Federal Reserve and the Treasury are 
likely to do these things with the result that 
the money rate structure should remain at 
about the current level for the rest of the year. 
The Korean truce makes this prospect all the 
more probable. 

5. The Reserve authorities may be expected 
to loosen or tighten their reins depending on 
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basic developments as reflected in commodity 
prices, employment, production, inventories, 
orders, bank loans, bond prices, stock prices, 
and other measures. That is, evidences of re- 


rency and bank loans will contract seasonally, 
and the Treasury will have a larger cash sur- 
plus than expected according to the August 
estimate. In addition, there is the possibility 


of some business recession. Hence, unless the 
Reserve authorities see reasons for positive 
actions to forestall inflation, the path appears 
clear for no higher—perhaps even lower—rates 
during the first half of 1954. 


cession should bring lower interest rates, and 
evidences of inflation should bring higher 
rates. 

6. During the first half of 1954 seasonal 
factors foster an easier money market. Cur- 


INTERESTING BOOKLETS FOR EMPLOYEES 


I Personnel directors and plant managers looking for educational booklets for em- 
ployees on any subject from first-aid and fire prevention to taxes and technological 
i unemployment can find them listed in a new catalog released this week by the Good 
Reading Rack Service. 
The first of its kind ever published, the 12-page catalog contains detailed descriptions 
and illustrations of 78 attractive and easy-to-read booklets on a wide variety of subjects. 
Although designed primarily for free distribution by companies to their employees 
through self-service reading racks, the booklets are also suitable for use by schools, 
colleges, libraries, churches, and other organizations interested in informing large groups 
of people. 
V The “cafeteria” style free distribution of booklets to employees was originated by 
. General Motors less than 5 years ago as an experiment in employee education and com- 
munications. Since then the idea has spread rapidly and, according to the Good Reading 
Rack Service, an estimated 1500 corporations are now furnishing employees with more 
than 5 million booklets a month on such varied subjects as economics, health, safety, 
spiritual guidance, and social problems. 
Copies of the catalog are available free from the Good Reading Rack Service, 76 
Ninth Avenue, New York 11, N. Y. 


CONSUMER ATTITUDES ANALYZED 


A book which will be interesting to economists, business cycle analysts, students of | 
inflation, and marketing specialists is the new publication of the University of Michigan 
Survey Research Center—Consumers’ Attitudes and Demand, 1950-52. 

In this 119-page volume, the authors, George Katona and Eva Mueller, present a 
case study of the American consumer during the Korean War years, and make a con- 
tribution to the development of a theory of consumer behavior. 

The study, which is based upen hitherto unpublished data from interviews with 
a cross-section of the American people, demonstrates that economic attitudes and expec- 
tations are measurable and influence consumer demand. 

Among the conditioning factors that are analyzed are these: ple’s views on 
whether it is a “good time” to buy, opinions about the business outlook, anticipations of 
future commodity price changes, personal financial situation, income expectations, and 
the effects of the cold war. 

This book may be ordered from the University of Michigan Press, 311 Maynard 
Street, Ann Arbor, Michigan. Price: $1.50 (with paper covers), $2.00 (with cloth covers). 


20 
Michigan Business Review , 


NOVEMBER, 


This federal agency plans to work with State and 
local governments, and with private enterprises. 


The Small Business Administration: 
Its Plans and Programs 


ONGRESS has assigned to the new Small 

Business Administration a job which af- 
fects every citizen in the land and especially 
the rising generation. Ours is the job of assist- 
ance and cooperation with State and local 
governments and all segments of the popula- 
tion in preserving the historic American way 
of solving problems of small business at the 
State and local levels, public and private. This 
is the way through which the United States 
became strong and developed most of the 
good things in life. 

SBA has the duty and opportunity to serve 
the whole field of small business concerns of 
all kinds. This embraces nearly 4,000,000 
concerns. 

Obviously, if we in SBA attempted to serve 
directly the needs of all small businesses, it 
would require an empire of employees and 
huge expenditures of public funds. This would 
be the antithesis of the free enterprise system. 
The long-range problems of small business 
cannot be met with Government hand-outs, 
red tape, and orders and directives from 
Washington. 


About the author— 


Mr. Mitchell is Administrator of the new Small 
Business Administration. A graduate of the Univer- 
sity of Utah (in business administration) and of 
Stanford (in law), he was an officer in the Army 
Corps of Engineers in World War II, engaged in mili- 
tary supply and procurement. When selected by 
President Eisenhower for the Small Business post, 
Mr. Mitchell was Counsel and Assistant to the Presi- 
dent, of Quick Way Truck and Shovel Company, of 
Denver, Colorado. 
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Instead, we will have an agency which will 
be strong and lean—composed of people who 
know their jobs, and streamlined to do an 
effective job. We will station as many of our 
small staff as possible in our field offices— 
close to the State and local governments, and 
business and civic groups that we will rely 
upon to help carry out the programs at the 
grass roots level. 


What Small Business Needs 


It is generally recognized that the primary 
needs of small business firms, which make up 
more than 90 per cent of all American busi- 
nesses, are these three: 

1. Small business needs access to adequate 
sources of capital and credit on reasonable 
terms. The financial problems of small busi- 
ness cannot always be met by banks and other 
private institutions because of legal and other 
restrictions. This is particularly true with re- 
spect to urgently-needed long-term credit. 
Short-term and intermediate-term credit needs 
of small firms can usually be met by the 
banking system. 

2. Small business needs greater opportunity 
to share in the growth of the American econ- 
omy. This means that small business should 
have a fair share of Federal Government con- 
tracts, and also equitable treatment in orders 
by State and local governments, and large 
private industries. 

3. Many small firms need manageria! and 
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technical consultation. Many small firms with 
technical problems cannot afford to employ 
engineers to help solve their difficulties. They 
find it difficult to avail themselves of expert 
assistance even for occasional short periods. 

SBA has specific programs in each of these 
areas. 


Financial Assistance 


First, in the field of financial assistance, 
SBA is fostering the development of State- 
wide and local pools of private capital, in 
which banks and other financial institutions, 
business and civic leaders, and individual citi- 
zens can participate. 

SBA is prepared to do its part with the 
$55,000,000 revolving fund which the Con- 
gress provided for small business and disaster 
loans during the present fiscal year. But this 
is only a drop in the bucket compared to the 
total needs. If the entire $55,000,000 were re- 
leased in loans to small firms at once, it would 
scarcely make a ripple in the national econ- 
omy. 

Our agency intends to use these funds 
prudently as a means of stimulating broader 
private financial assistance to small firms, 
through participation in loans with banks and 
other private lenders. 

This plan is realistic. It has been tried and 
proved in some States and local communities. 
The State-sponsored credit pools in New 
England, for example, have attracted much 
attention. But the surface has barely been 
scratched in this field. 

Second, SBA is developing plans for pro- 
moting a larger share of business, from public 
and private purchasers alike, for small firms. 
We are developing a program whereby new 
products and new methods of production will 


be opened up to small concerns for their own 
adoption. As an example, there are more than 
19,000 inventions in which the Government 
has an interest, that in many instances can be 
made available to small plants. 


Use of Home Talent and 
Know-How 


Third, SBA will stimulate the use of home 
talent and know-how to assist small firms with 
managerial and technical problems. For ex- 
ample, experts of various kinds in universities, 
colleges, and in civic and business organiza- 
tions, can be helpful to small enterprise 
through a cooperative endeavor. 

Assistance will also be given to small firms 
in the areas of materials and equipment, sub- 
contracting opportunities, certificates of com- 
petency, tax amortization, and in solving 
problems arising in the transition from de- 
fense to civilian production. 

In short, the programs of SBA in all fields 
are designed to generate self-help and co- 
operation at the grass roots level. 

This country was founded and developed 
on a philosophy of self-reliance. The American 
people have always done things for them- 
selves. They have always made their own way. 
In those things where cooperative efforts were 
needed, they have helped themselves by help- 
ing one another. 

The community spirit has always been 
strong in our land, and community action has 
proved its worth many times, from pioneer 
days to the organized civic and business activ- 
ities of the present time. This traditional 
American spirit of self-reliance and coopera- 
tion is the keynote of SBA’s effort to strength- 
en small business as the bulwark of free com- 
petitive enterprise. 
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| Because of the change in the value of the dollar, current tax procedures 
are confiscating capital under the guise of taxes on income. 


The Depreciation Deduction— 
A Neglected Aspect 


WISH to direct your attention to a ne- 

glected but important aspect of the prob- 
lem of determining allowable depreciation 
deductions for income-tax purposes—that re- 
sulting from the decline in the value of our 
measuring unit, the dollar. 

Presumably the purpose of the depreciation 
deduction is to permit the owner of depreciable 
property to charge to revenue the actual cost 
of property consumed in the process of acquir- 
ing revenue. It is intended, for example, that 
the owner of a boiler shall be permitted to in- 
clude in deductions the cost of using up the 
boiler as well as the cost of coal burned in the 
boiler, in measuring taxable income. 


Capital is Being Confiscated 


I respectfully submit that under prevailing 
procedures this objective is not being achieved. 
The plain fact is that owners of depreciable 
assets are not deducting in their tax returns 
the actual cost of facilities being consumed in 
serving their customers, and as a result capital 
invested is being confiscated, on a large scale, 
under the guise of taxes on income. 

This condition results from failure to con- 
vert the varying dollars of plant cost to the 
common denominator of the current dollar in 


About the author— 

William Paton is Edwin Francis Gay University 
Professor of Accounting and Professor of Economics 
in this University, and writer of books in both fields. 
This statement on depreciation was presented before 
the House of Representatives Ways and Means Com- 
mittee on July 22, 1953. 
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determining depreciation. The annual depre- 
ciation deduction includes a slice of the cost 
of each installation of plant in use. Where all 
generations of plant cost are represented in the 
records by monetary units of substantially the 
same value no problem of conversion is in- 
volved; but where there are material differ- 
ences in the monetary units used in recording 
successive installations a correct determination 
of depreciation cannot be made by adding up 
the unlike dollars on the books and taking a 
percentage of this heterogeneous total. 

The necessity of conversion in such circum- 
stances in computing depreciation deductions 
for tax purposes has been officially recognized 
in some countries abroad but this has not yet 
been done in this country, despite widespread 
discussion of the subject by leading account- 
ants and other interested parties. 


What “Cost” Means 


Id like to make it clear that the problem is 
basically that of the correct measurement of 
cost incurred in business operation. Cost is 
not merely a number on a piece of paper; cost 
is measured by the economic sacrifice or con- 
tribution of the owner, the purchasing power 
committed to the undertaking. 

Thus in describing cost it is necessary to 
indicate what kind of a monetary unit is being 
used in the description. To take a simple ex- 
ample assume that I own a house that cost 
$10,000 back in 1940 and that in a discussion 
with my friend Joe he asks me what I paid 
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for the house. If I simply say ‘“$10,000,” I 
am giving him an ambiguous and incomplete 
answer. Indeed, if I know that he is doing his 
thinking and measuring in terms of current 
1953 dollars I could be accused of trying to 
mislead him by giving such an answer. But 
if I say, “the house cost me 10,000 1940 dol- 
lars, roughly the equivalent of 20,000 current 
1953 dollars,” I am correctly and clearly des- 
cribing the cost of the property. 

In the field of physical measurement the 
need of conversion of unlike units of measure 
to a common denominator is universally rec- 


- ognized. Thus no one would dream of adding 


long tons and short tons, or meters and yards, 
without conversion. An imaginary example 
will help to emphasize the point. Suppose it 
was decided to reduce the present linear unit, 
the foot, to half the present length of 12 
inches. If this were officially done everyone 
would surely agree that a man 6 feet tall in 
terms of the old unit would have to be des- 
cribed as a 12-footer in terms of the new re- 
duced unit of measure. And we would all agree 
that it would be ridiculous if such a man went 
around insisting that he was still a 6-footer, 
by the prevailing standard of measure. 

Similarly one 1940 dollar of plant cost is 
not correctly described as one dollar, in terms 
of the monetary unit we now have, in 1953. 
To express this cost correctly in the 1953 
measuring unit, which is worth roughly half 
of the 1940 unit, it is necessary to multiply by 
two. In other words, one 1940 dollar of cost 
incurred is substantially the equivalent of two 
1953 dollars. And it is just as inaccurate to 
add 1940 dollars and 1953 dollars without 
conversion to 4 common denominator as it 
would be to add 12-inch units and 6-inch units 
of linear measure without conversion. 


Treatment of Inventories 


Aside from the question of accurate mea- 
surement of depreciation there is a major in- 
equity in our present tax structure in that 
owners of depreciable assets are placed at a 
serious disadvantage as compared to investors 
in inventories of materials and merchandise. 
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Inventories are seldom held more than a year 
or so and this means that in this area rela- 
tively current dollars of cost are deducted 
from current dollars of revenue. Moreover, 
through the use of the LIFO procedure au- 
thorized by Congress some years ago the pro- 
cess of matching current revenues with current 
costs is facilitated for owners of inventoriable 
assets. Under this procedure the taxpayer is 
permitted to measure the cost of goods sold 
in terms of the costs most recently incurred, 
and thus serious overstatement of income is 
avoided. The LIFO treatment rests on the 
view that a taxpayer is not making any money 
to the extent that receipts from customers are 
absorbed in replacing the stock of goods he 
started with; he isn’t earning anything simply 
by holding his own. 

But no such procedure is as yet available to 
the investor in depreciable assets—the very 
area in which the impact of the change in the 
value of the dollar is serious and sustained. 
The owner of a stock of materials or merchan- 
dise is allowed to state his cost in terms of the 
same kind of dollars that are used in describ- 
ing his revenues. On the other hand the owner 
and operator of a taxicab or a dump truck, for 
example, is afforded no such opportunity. 

The inequity is especially glaring in the 
case of long-lived property. Thus the owner of 
a building acquired in 1940 is required by our 
present tax structure to treat one 1953 dollar 
of revenue as the full equivalent of a 1940 
dollar of cost incurred. He is assumed to be 
breaking even when he is actually falling far 
short of recovering the real capital invested. 
This situation is unsound and unjust and it 
will be ruinous to taxpayers in certain areas 
if long continued. 


Especially Serious Situations 


The matter is especially serious where the 
major investment of the taxpayer is in depre- 
ciable property, including important assets 
acquired ten years or more ago. There are 
many such cases throughout business but the 
most striking examples are found in railways, 
telephone companies, and electric and gas 
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utilities. In these fields a large investment in 
plant assets is required; in these fields the 
service life of much of the property used ex- 
tends for periods of 20-30 years or even more; 
and—to top it off—such concerns operate in 
an area of rigidly controlled selling prices. 

There has already been an enormous erosion 
of capital in these enterprises, through failure 
to collect revenues from customers matching 
the true cost of plant consumed in operations, 
and if these enterprises are to remain in pri- 
vate hands, and to continue to attract the 
necessary flow of funds under a sound capital 
structure, it is imperative that they be per- 
mitted to retain from revenues, not subject to 
tax, the funds necessary to make good the 
plant investment consumed in rendering ser- 
vice, measured in the same kind of dollars 
from year to year as are being used to measure 
revenues. 


Treatment of Home Owners 


In amending the Internal Revenue Code in 
1951 Congress took a step in the right direc- 
tion with respect to the treatment of the 
owners of residences, homes. This amendment 
provides that if a home owner sells his prop- 
erty there is no taxable gain to be recognized 
to the extent that the proceeds of sale are 
invested in another residence. This recognizes, 
in effect, the point I am urging: namely, that 
a taxpayer realizes no gain from the disposi- 
tion of an asset if the entire proceeds are con- 
sumed in maintaining the integrity of his 
investment. 

This principle should be promptly extended 
by Congress to all depreciable assets, including 
recognition of the fact that gradual disposi- 
tion of an asset through use in producing 
revenue is on all fours, economically and 
equitably, with a lump-sum disposition by 
sale. 

To illustrate, assume that a returning vet- 
eran in 1946 invests 5,000 1946 dollars in a 
home, and that in 1952 he sells this property 
for 7,500 1952 dollars, shortly thereafter in- 
vesting the entire amount received in another 
residence at another location. Under our pres- 
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ent tax structure he has realized no taxable 
income—a sound conclusion. 


Treatment of Businessmen 


Now let’s look at the case of another veteran 
who invests his $5,000 in two taxicabs, and 
during the operating life of the cabs collects 
$7,500 from patrons over and above all ex- 
penses other than depreciation of cabs. Ignor- 
ing salvage value, for the sake of simplicity, 
the total deductible depreciation is the num- 
ber of dollars invested, regardless of the change 
in the price level, and the owner has realized 
$2,500 ($7,500-$5,000) in taxable income— 
according to present rules—over the life of his 
property. If now he needs the full amount of 
$7,500 to replace his cabs he will not have the 
necessary funds; a part of his actual capital, 
with which he began business, will have been 
confiscated in so-called income taxes. I submit 
that we have here an unrealistic and unfair 
treatment of the cab owner as compared with 
the home owner. I realize that this is an arti- 
ficial example but I believe that it is entirely 
valid for the purpose of emphasizing the man- 
ner in which business capital invested in de- 
preciable assets is being eroded by our failure 
to establish a proper procedure for measuring 
the depreciation deduction during the period 
of inflation we have experienced. 


Code Amendment Urged 


I strongly urge that without further delay 
Congress amend the Code to permit a realistic 
and equitable computation of the cost of plant 
consumed. As to procedure I would recom- 
mend the use of an authoritative general 
price index, as a means of converting the 
recorded costs, in varying dollars, into a 
homogeneous deduction for tax purposes. One 
possibility is the consumers’ price index. This 
index is conservative, it is well-known, and 
it has acquired stature as a means of escalat- 
ing wage payments. Moreover, the investor in 
plant assets is a consumer like everyone else. 
The government should of course prescribe 
the indexes that are used in converting re- 
corded plant costs into allowable deductions 
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for tax purposes, as is done in France, for 
example, where conversions of this kind have 
long been commonplace procedure. 

I feel the more justified in urging action on 
this matter in view of the fact that it now 
appears quite clear that the present reduced 
dollar is here to stay. We have experienced a 
major and sustained upward movement of 
the price level, with a corresponding decline 
in the purchasing power of our monetary unit, 
and there is virtually no prospect of a restor- 
ation of the old conditions. The existence of 
a huge Federal debt, a phenomenal level of 
governmental expenditure, the farm-price sup- 
port program, the so-called social-security 
program, and the continuing demands for 
higher wage rates are among the factors 
which have convinced almost all thoughtful 
observers that any considerable increase in 
the present purchasing power of the dollar is 
out of the question. 

Indeed, there are many who predict con- 
tinuing inflation of at least the creeping 


variety. Most of us hope that the dollar can 
be stabilized at around the present value, in 
accordance with what appears to be the pres- 
ent objective of the Federal Government, but 
we don’t anticipate anything more drastic. In 
fact many would presumably deplore any 
attempt to increase the value of the dollar 
substantially. We have gone through one con- 
vulsion of prices upward, with all the attend- 
ant inequities and strains, and are at least 
partially adjusted to the present situation. It 
would be another misfortune, it seems to me, 
if we were to go through a downward move- 
ment of prices of corresponding magnitude, 
as this would certainly produce new inequities 
and new stresses and dislocations. Instead the 
objective of public and private statesmanship 
at this juncture should be that of completing 
the adjustment, in the tax field and else- 
where, to the present price level and purchas- 
ing power of the dollar, plus a continuing 
stability at around the present level. 


REGIONAL INDUSTRIAL DIRECTORIES 


Have you ever wanted to know where to get a certain item or what the market for 
a certain product might be? Your answer may be in one of the regional industrial 
directories listed in the most recent issue of BUSINESS INFORMATION SOURCES 
entitled “Industrial Directories.” It is a list of the latest directories of manufacturers 
available for the various states and regions in the United States and will be especially 
useful in market research and to all who buy or sell manufactured goods. 

Information contained in the directories themselves varies considerably, from those 
providing only an alphabetical list of firms with addresses to those which include, in 
addition, names of officers, products made, number of employees, economic data about 
the state, various arrangements such as commodity and geographical classifications. 
Annotations indicate the type of information to be found in each one. 

Copies are available, for a mailing and handling charge of 10 cents each, from: 


Miss Rose L. Vormelker, Head 
Business Information Bureau 
Cleveland Public Library 

325 Superior Avenue 
Cleveland 14, Ohio 
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|| Exchanging ideas and information greatly affects 


Employee Attitudes 


and Productivity 


ECENTLY a large ship ran aground in a 
well-charted harbor. The man at the helm 
had brought ships into that harbor many times 
without difficulty. At the board of inquiry into 
the accident, the helmsman testified that he 
knew he was steering the ship aground. When 
asked why he did not alter his course, he said 
that he was following orders from the captain. 
The helmsman was then asked why he did not 
ask the captain to alter the course of the ship. 
His reply was, “It wasn’t my business to give 
orders to the captain and, besides, the captain 
was busy.” 

Incidents similar to this one happen fre- 
quently in business and industry. Millions of 
men and women who work in factories are 
giving their jobs only part of what they have 
to give. They are going through the motions, 
they are getting by, but they are not as pro- 
ductive as they could be. Business managers 
are often disappointed that workers do not 
seem willing to contribute more to their jobs. 
Workers, in turn, often find their jobs lacking 
in interest and basic satisfactions. 

Business managers face the challenge of 
getting workers to participate fully in achiev- 
ing the goals of their firms. Up to the present 
time, managers have failed to recognize fully 
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the benefits of this greater participation. Man- 
agers have failed to recognize that workers 
have hearts and heads, as well as hands, which 
they will gladly contribute to the business if 
they are encouraged to do so. If workers are 
to participate more fully, managers must adopt 
such participation as a conscious goal. Con- 
ditions must be set up which will encourage 
and facilitate participation. 


The Dynamics of the Relationship 


Before managers can influence the worker 
to contribute more to his job, they must under- 
stand more fully the worker as an individual 
and the nature of the relationship between the 
worker and his company. A man’s behavior is 
directed toward the satisfaction of his bio- 
logical needs such as hunger, thirst, and sex; 
and toward the satisfaction of his social needs 
such as security, recognition, and approval. 
A worker will adopt the company’s goals as 
his goals only if he feels that by so doing he 
can satisfy his own needs. 

The basic human relationship in industry is 
the one between the worker and his supervisor. 
Before this relationship can be thoroughly 
sound, the worker must gain the insight that 
the “boss” is not the supervisor but that the 
real controlling factor is the need for achieving 
the goals of the organization. 

In a manufacturing firm, for example, the 
real “boss” is the customer. When the worker 
understands this fact, he can accept orders 
from his supervisor without feeling subservient 
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and without feeling that the supervisor alone 
is responsible for achieving the goals of the 
business. If workers understand how their ef- 
forts contribute toward achieving the com- 
pany’s goals and, very directly, toward achiev- 
ing their own goals, the whole relationship 
becomes more intelligent and satisfying. Work- 
ers who have this insight are motivated to 
contribute their full energies to their jobs. 


Insight for the Worker 


The problem might be restated then as: 
What can be done to help the worker achieve 
insight regarding his relationship to his super- 
visor and fellow workers? 

The first step is for the manager to recog- 
nize and accept the antagonisms and hostilities 
which the worker often feels toward his super- 
visor and his company. It is not surprising that 
such feelings exist, for work is regarded by 
many workers as a burden to be endured in 
order that they can enjoy certain satisfactions 
away from the jo. The work itself may have 
no appeal. It is quite normal for individuals to 
have both favorable and unfavorable feelings 
toward the same person or situation. 

The manager should not be surprised, then, 
to find that workers have both favorable and 
unfavorable feelings toward their supervisors, 
toward their company, and toward the work 
which they are required to do. He can do much 
to help the situation by simply recognizing and 
accepting the unfavorable feelings which work- 
ers express. Only when the working relation- 
ship is such that the worker feels free to ex- 
press his feelings—favorable and unfavorable 
—can he gain insight into his relationship to 
his supervisor and to his fellow workers. 

The next thing which the manager must do 
if he wishes workers to identify themselves 
with the company and its goals is to keep them 
informed. Workers must know the goals of the 
organization, the major problems, and the 
plans which the managers and supervisors have 
for solving the problems. This process of ex- 
planation should start the first day the worker 
is on the payroll. There must be a thorough 
and well-planned program of orientation which 
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will acquaint the new worker with the situa. 
tion, with his supervisor and fellow workers, 
and with the relationship which his work has 
to the work of the entire organization. 

Frequent interviews between the worker and 
his supervisor are perhaps the most effective 
means of keeping the worker informed. The 
manager should give information regarding 
the company’s activities to the supervisors 
who, in turn, should pass the information on 
to the workers. 

Although these inteviews are basic, other 
channels may also be used to keep workers 
informed. A company may hold meetings at 
which policies are discussed with workers, 
Bulletins and booklets may be distributed. 
The medium used to convey information to 
workers will depend upon the type of infor- 
mation and other circumstances. 

The important thing is for management to 
recognize that one way of getting workers “on 
the team” and keeping them “on the team” is 
to keep them informed. 


Wider Participation 


Keeping workers informed constitutes just 
one half of the process of communications. The 
other half of the process is giving the workers 
an opportunity to express their ideas regard- 
ing the operation of the company. 

In the past, managers have done a better 
job of keeping workers informed than they 
have of getting and using workers’ ideas. If 
managers wish workers to feel like a part of 
the company, they must solicit workers’ ideas 
and they must use the good ones. By contrib- 
uting their ideas to the operation of the busi- 
ness, workers not only help to solve problems 
but also, by participating, become identified 
with the goals of the organization in such a 
way that their motivation is increased. 

The basic channel for the flow of such ideas 
should be through the supervisor. Every super- 
visor, at whatever level, should encourage the 
people under him to think independently 
about the processes and methods used on their 
jobs and about possible improvements. 

The interviews between workers and their 
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supervisors should permit a two-way flow of 
ideas. At the same time the supervisor is 
giving the worker information regarding the 
Jans and needs of the organization, the work- 
er should feel free to suggest any ideas that 
occur to him regarding the work to be done. 
There should never be any question as to 
whether the supervisor would welcome sugges- 
tions for improvement. One of the greatest 
challenges of this whole process is to change 
the attitudes of workers and supervisors and 
the spirit of their interviews so that such a 
two-way flow of ideas will occur. Even though 
this supervisory relationship is basic, it is 
usually desirable to provide additional chan- 
nels though which ideas may flow from work- 
ers to management. There are several special 
procedures which companies may use for this 


purpose. 
Suggestion Systems 


Many companies use a suggestion system as 
a means of stimulating and collecting workers’ 
ideas for the improvement of the business. 
There is much to be said for such a system, for 
companies that use suggestion systems proper- 
ly find that the number of constructive sug- 
gestions coming from workers is much greater 
than would otherwise be the case. It is easy to 
show that the ideas collected through a sug- 
gestion system save the company a great deal 
of money. Perhaps even more important is the 
fact that workers who submit suggestions and 
see them put into effect get a real feeling of 
participation in the running of the business. 
This feeling that they are part of the company 
may go far toward motivating them to do their 
best on their jobs. 

Some companies use morale surveys as a 
means of finding out what workers are think- 
ing. These surveys help to remove some of the 
guesswork from decisions affecting employee 
relations. Such surveys are most effective when 
they are limited to a specific topic of imme- 
diate interest to both management and work- 
ers. When workers are allowed to express their 
opinions regarding matters that affect them, 
they feel more like a part of the company. 


1953 


Communications Among Manage- 
ment Personnel 


The process by which rank-and-file workers 
can participate in solving some of the problems 
of the company has been described. There is 
often a need, also, for better utilization of the 
ideas of supervisors and staff members. The 
basic channel for the flow of ideas is, of course, 
through the regular organization structure. 
Special methods are often useful, however, in 
facilitating the flow of ideas. Some companies 
have daily meetings of men representing pro- 
duction, sales, engineering, and other phases 
of the business. These brief daily meetings 
make a great contribution toward coordinating 
the activities of supervisors and staff men and 
toward stimulating and utilizing the ideas of 
the entire group of employees. 

It is common, however, to find companies 
where persons responsible for closely related 
functions do not see one another from one 
week to the next. 

Another way to get the ideas of supervisors 
and staff members is for a trained investigator 
to hold a private and confidential interview 
with each of them. The purpose of these inter- 
views is to stimulate these individuals to think 
critically and constructively about the com- 
pany’s operations and to collect their ideas 
for consideration by management. The ideas 
are then presented to management without 
identifying the persons who proposed the 
ideas. In companies where such interviews 
have been held, dozens of useable ideas have 
been suggested regarding operating efficiency, 
sales administration, product development, 
employee relations, and the organization and 
coordination of efforts. Supervisors and staff 


‘members, as well as rank-and-file workers, 


appreciate an opportunity to present ‘heir 
ideas to management. 


Leadership in Process 


It takes real leadership from managers and 
supervisors to get workers to feel and act 
like members of the team. Such leadership 
requires a thorough understanding of workers 
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as human beings, and an understanding of 
the type of relationship that should exist 
among the members of the group. 

Workers will be fully motivated only if 
they have insight into their relationships with 
supervisors and fellow workers. They must 
understand that, in working to achieve the 
company’s goals, they will also be accomplish- 
ing their own goals. Only if this identity of 
interests exists, and only if workers under- 
stand it, can there be a fully productive and 
satisfying working relationship. Building such 
a relationship should be one of the major goals 
of every business manager. 

Managers can help workers to understand 
their relationships within the company by 
making them feel free to express their feelings 
—both favorable and unfavorable—toward 
their jobs, their supervisors, and other factors 
in the work situation. Only after the worker 
has expressed his feelings can he proceed to 
deal with the more intellectual aspects of his 
relationship. 


Managers can further help workers to un- 
derstand their relationships within the organ- 
ization by keeping them informed regarding 
the goals, problems, and plans of management, 
Interviews, meetings, and printed material 
provide workers with the facts they need for 
sound understanding. 

Workers will feel that they are an integral 
part of the company only if they have an 
opportunity to express their ideas. Managers 
should encourage workers to present their 
ideas to their supervisors, and to submit them 
through suggestion systems and attitude sur- 
veys. Ideas coming to managers through these 
channels should receive careful attention. 

If a manager or supervisor is to be an effec- 
tive leader of men, he must understand men— 
their needs, their motives, and, most of all, 
their feelings. He must also know how to 


. facilitate the two-way flow of ideas between 


management and workers. Acquiring such 
knowledge, attitudes, and skills is an essential 
part of the development of a business manager. 


THE FASTEST GROWING INDUSTRIES IN MICHIGAN, 1947-1951 


The industrial growth of Michigan during the four post-war years 1947-51, as 
measured by the dollar volume of value added by manufacture, was 51 per cent, or an 
average of 12.7 per cent a year. In volume, Transportation Equipment (which includes 
automobiles) showed an increase of over a billion dollars, more than double that of 
any other group. Percentagewise, however, the increase of 56 per cent was exceeded 
by five other groups, with Instruments and Related Products showing the largest gain 
of 78 per cent. 

The table below lists in rank of percentage gain the most prominent of the industry 
groups in that state. 


Growth of Michigan Industries, 1947-1951, As Indicated 


By Value Added by Manufacture 
Increase Percent 


or of 
Major Industry Group 1947 1951 Decrease Change 

Instruments and related products ....... 20,058 35,803 15,745 78 
Furniture and fixtures ................. 94,922 165,934 71,012 75 
Chemicals and allied products .......... 281,118 458,212 177,094 = 63 
Fabricated metal products ............. 496,091 792,907 296,816 60 
Primary metal industries .............. 427,239 674,661 247,422 58 
Transportation equipment ............. 1,938,214 3,018,640 1,080,426 56 
Machinery (excluding electrical) ....... 796,178 1,215,139 418,961 53 
Stone, clay and glass products .......... 88,782 128,345 39,563 45 
Paper and allied products ............. 174,319 248,985 74,666 43 | 
Printing and publishing ............... 136,983 190,181 53,198 39 
Food and kindred products ............ 284,824 392,689 107,865 38 
Lumber and products (excluding furniture) 68,995 92,770 23,775 34 


Source: Annual Survey of Manufactures, 1951, price $2.25, buckram. 
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MICHIGAN BANK DEBITS 


(2 CITIES — LOWER PENINSULA 
ADJUSTED FOR SEASONAL VARIATION ) 


1945 1946 1947 1948 1949 1950 1951 1952 1953 
BANK DEBITS—THE MOST INCLUSIVE MEASURE OF BUSINESS ACTIVITY—An unmistak- I 
able decline in activity occurred in August and September. This is the first clear show of weakness t 


in eighteen months. Although the level is still high, a turning point may have been reached. 


MICHIGAN BANK DEBITS 
12 CITIES — UPPER PENINSULA 
( ADJUSTED FOR SEASONAL VARIATION ) 


1945 1946 1947 1948 1949 1950 195! 1952 1953 


UPPER PENINSULA BANK DEBITS—No weakness appeared in the Upper Peninsula which has 
enjoyed an unusually active tourist season. 


32 


Michigan Business Revi’ 


MILLIONS OF DOLLARS 
: MILLIONS OF DOLLARS 
] 
| 
| 


ELECTRIC POWER CONSUMPTION 


CIMDUSTRIAL ) 
TEN CITIES 


1948 1046 1967 19468 1960 1080 toss tose 1983 


POWER CONSUMPTION-—Industrial power consumption confirms the evidence of bank debits 
that a decline in activity occurred during the summer and early fall months. 
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MICHIGAN EMPLOYMENT 
a (WAGE @ SALARY WORKERS) 
1946 1947 1948 1949 1980 19S! tose 1955 


EMPLOYMENT-—The decline in number employed understates somewhat the turn in business. 
Average hours worked have also fallen. 


Recent Publications | 
OF THE BUREAU OF BUSINESS RESEARCH 7 


ECONOMIC EFFECTS OF MARKETING RESEARCH ] 
By STEWART H. REWOLDT q 
Michigon Business Studies 118 poges, 7 tables, 16 illustrations 4 


Vel. Xi, No. 4 Paper, $2.00; 
Also available in Microcard form (3 cords) $1.00 


“It is time some consideration be given to the economic implication of the rally 
development in the field of marketing research,’ says the author of this : 
groph. He traces the growth of marketing research over the past twenty-i™ 
years, and discusses the increasing significance of the continued ¢d ome 
of marketing research in terms of its economic effects upon individual - 
and the economy as a whole. Two marketing research methods—the retail sii 
audit and the consumer purchase panel—serve as the basis for this study. 7 
conclusions drawn, however, are in large measure applicable to all - 
research methods commonly employed as tools of business management. 
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Contributed Papers, 1953, Donald R. G. Cowan, Editor. Michigan Business Papal 
Number 27, 1953. 116 pages; paper, $2.00. 4 
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